
Ginl Hlrrison
Director
Federal Regulatory Relations

1275 Pennsylvania Avenue, NW, Suite 400
Washington, D.C. 20004
(202) 383-6423 EX PARTE OR LATE FILED

PACIFICCTELESISw
Group-Washington

August 9, 1995

EX PARTE

William F. Caton
Acting Secretary
Federal Communications Commission
Mail Stop 1170
1919 M Street, N.W., Room 222
Washington, D.C. 20554

Dear Mr. Caton:

DOCf<ET FILE COr)y ORIGINAL

Re: GEN Docket No. 90-314 - Amendment of the Commission's Rules to Establish
New Personal Communications Services

Yesterday, Betsy Granger, Attorney, and Steve Aspell, both of Pacific Bell Mobile
Services; Sherry Herauf, Director, Pacific Telesis, and I met with Michael Wack, Deputy
Chief, Policy Division, Wireless Telecommunications Bureau. Please associate the
attached material with the above-referenced proceeding.

We are submitting two copies of this notice in accordance with Section 1.1206(a)(1) of the
Commission's Rules.

Please stamp and return the provided copy to confirm your receipt. Please contact me
should you have any questions or require additional information concerning this matter.

Sincerely,

r
cc: Michael Wack

Enclosures - 3

O~I
No. of copies rec'd_ -
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COST ALLOCATION AND
AFFILIATE TRANSACTIONS

----------------,---------------------~---_._------------

.COST ALLOCATION STANDARDS REFLECT A
FULLY DISTRIBUTED COSTING METHODOLOGY
(Joint Cost Order, para. 2)

.ALL COSTS OF PCS SERVICE ARE SEPARATED
FROM OTHER COSTS OF PACIFIC BELL
BECAUSE PCS IS PROVIDED BY A WHOLLY
OWNED SUBSIDIARY, PACIFIC BELL MOBILE
SERVICES

.THEREFORE, ONLY AFFILIATE TRANSACTIONS
RULES ARE RELEVANT.

Pacific Bell Mobile Services 2



COST ALLOCATION AND
AFFILIATE TRANSACTIONS

.SECTION 32.27 SETS FORTH THE AFFILIATE
TRANSACTION RULES ADOPTED IN THE JOINT
COST ORDER

.,F THERE IS NO TARIFF OR MARKET PRICE,
SERVICES PROVIDED TO PBMS BY PACIFIC BELL
ARE PROVIDED AT FULLY DISTRIBUTED COST.

Pacific Bell Mobile Services 3



COST ALLOCATION AND
AFFILIATE TRANSACTIONS

.AN ATTRIBUTABLE COST METHOD OF FULLY
DISTRIBUTING COST IS USED: OVERHEAD
COSTS ARE ALLOCATED IN PROPORTION TO
THE COSTS THAT CAN BE DIRECTLY
ATTRIBUTED TO THE VARIOUS SERVICES.

Joint Cost Order, para. 113.

Pacific Bell Mobile Services 4



COST ALLOCATION AND
AFFILIATE TRANSACTIONS

.TIER 1 LECs MUST FILE COST ALLOCATION
MANUALS (Joint Cost Order, para. 47)

.PACIFIC BELL'S AND NEVADA BELL'S COST
ALLOCATION MANUALS WERE APPROVED IN
1988 (AAD 7-1692, January 19, 1988, para. 3)

.SUBSEQUENT AMENDMENTS RELATING TO
SERVICES PROVIDED BY PACIFIC BELL TO
PACIFIC BELL MOBILE SERVICES AND PACIFIC
TELESIS MOBILE SERVICES WERE FILED
WITHOUT OBJECTION.

Pacific Bell Mobile Services 5



CCRP ACCTG - CAST

AFfILIATE TRANSACTIONS
FCC COlT ALLOCATION PROCESS

415 957 1190 P.02

'M1enever • non-tIIifted seMce is provided by plCiftc Bell to one of It8 aftIated comPllllet (or
vtoe-verIa), IIl"I dilate tranuctIorl QQCUf8. The proal. for idonttfytng, calcullIting, and
reporting the amounts ...odated wtth tran88Ctions fIom Pdc to one of Ita afftIateI Ia
dMcrtbed below.

An ...,.,ent Ie reached between PIdftc and an amll....bout the nature and scope of eervtce
to be provided, 1I8quency, how the primary expenaes .. 1dentIfted, and other terms and
COfdtIon8.

PrImwy apen... are idet itit*l vi, timelexpenee reporting to traeldng codes, ,nellor via epeci81
ltucliel. SometIme. the dtrectly Identified time/expense reporttng amounts are aUoc:.ated
between the aftIDate'. proportion and Paciftc Self. proportiOn. Th. IIIocatJon method vanes
baed on the service provided or work group invoflf:ed.

The Transfer PncIngfAfffl8tes Group (TPAG) ldentlftet and gathers all primary expense
informiltlon for booking and bftllng.

TPAG calculates then books the primary ecpenae amountI with a unique tracking code.

n. Corporate Accounting~ System (CASS) picb up the aftIIiate tranIactiOn primary
.xpenu amounts baled on ita n.cking code and computes the fully d1atrtbut1d cost foIowing
Part 84 Rules and the methodology delcribed In PICific BeII'I Coat Allocation Manual (CAM).

DireGt and fully diatributod lIfWIi&te tnlnaction amounts are rwnoved fram totll company results
of operation prior to the jurl8dieti0n81 aeparatlona process 0.•., the amounts are not included In
the subject to eeparatlone amOWlt).

SQlcifJc example; St.fIenMntaIiv.

Paetflo Bell MobUe 8ervlcea (PBMS) contracta with pactflc Bell for servtce R.....ntiIMI to
..u PBMS producta and seMcee. .

Since it Is not practical for 8eMce Reps to directJy report their time when wortcInG with PaMS
producta, a It8tIItIc8I specIBI &tudy II performed to identify the average amount of time a
serviCe Rep spends handHnv a GiIII~ed to PBMS producte.

The Tranefw PrtcIngIAfriI;MI Group (TPAG) caIcut.. the..amounts allOdated wtth the
lervlce$ provided by the Strvic:e R.p'. Monthly volumee of P8MS prodUct OrderS mUnlplled
timeI ttt. average PBMS time from the spectal study resuItIln total PBMS time. Next. ratlo of
totlll paMS time dMded by total MIVice rep time "CllcuI8ted. Thfs i1ItIo is tM" applied to the
monthly total service rep WIg8 amount, locallupervtaton ......., end miecellaneoua non-labor
expenI8S. Social security and beneftt loadings are appl1ed to the wage amounts to determine
total primary expenses.

FlrNPlLTRN.DOC .1-



a::RP FlCCTG - CAST

AFFIUATE TRANIACTIONI
FCC CoeT ALLOCATION PROCESS

415 957 1190 P.B3

The tot.I primary e..... amounts .. then booQd to • unique tr8cking code (3xx) asoclated
with the afIIJi8te (for example. PBMe'a aftiliate traneection traddnQ coct. Is 35X).

The Corporate Accounttng Silaguard System (CASS) it Padftc sera Part 64 Coet AllocatIon
process. Monthly, CABS reads a file ft'Om the GenerII Ledger .",tern whiGh containa
IUmmarized tranaadion amounts for all expense accounts. It U88S 1he unique 3D tracking
cadtt to Identify the am.. transactions.

CASS ..... the primary expense amounts to .,. 4OAIIIa\e Transaction Dir8ctJy AIIignecr
bucIwt. n _au.... the fully distributed coats (FCC) In accordance with Part 64 Rules and
procedu,.. spedfted in Pdc's Cost Allocation Manuel (CAM), SectiOn VI.

The .-ulting direct and FDC diMe tranIac:tIon amountl .... removed from total company
operations prior to the Juriedlctional separations proce&8 (Part 38).

F1Ie:IlFFILTRN.DOC -2-
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Service Rep Salaries - Account 6612 (Sales)

1. Direct Costs identified by tracking code are put in the "Sales - Directly
Assigned Regulated" cost pool.

2. Joint costs/overheads are applied to direct costs by cost pool logic

e.g., Sales - Salary Related Costs are attributed to regulated and
nonregulated in the same proportion as directly assigned and attributed wages
and salaries within Sales (Account 6612)

3. After going through the original Part 64 fully distributed cost pool logic to
ensure that fully distributed costs associated with the direct sales costs have
been identified, the Total Regulated portion of the books is again run through the
Part 64 process, this time to identify on a fully distributed cost basis those
regulated Sales costs that are affiliated transactions to be booked based on
FDC. These costs are then removed from ratemaking since the company is
made whole (and earns a return on investment) from the affiliate transaction and
not the ratepayers. Only Regulated, non-affiliate transaction costs are subject to
the Separations process and included in ratemaking.



PART 64 HIERARCHY

Directly Assigned

Directly Attributable

Indirectly Attributable

General Allocator

Regulated

Regulated

Regulated

Regulated



Part II

Cost Allocation Rules,
Part 64



Cost Allocation Rules

• Govern allocation of company costs between regulated
and nonregulated activities (Part 64)

• Govern amounts recorded on telco books for affiliate
transactions (Part 32)

1/·1



History

• Cost allocation rules were one of the nonstructural
accounting safeguards adopted in CI-III, allowing BOCs to
offer enhanced services on an unseparated basis.

• Detailed cost allocation and affiliate transaction rules
were adopted in the~ in CC Docket
No. 86-111, Released February 6, 1987.

11·2



Goals and Purposes

• Guard against cross-subsidyIprotect ratepayers from
costs and risks of nonregulated ventures.

• Maximize availability of efficient, low-cost services of all
kinds

11·3



Cost Allocation Standards

• Fully Allocated Costing

• Maximize Direct/Indirect Attribution

• Costing Principles

Tariffed Services at Tariff Rates
Direct Assignment
Common· Costs

1. Direct Attribution
2. Indirect Attribution
3. General Allocation

11-4



Affiliated Transactions Hierarchy

Im1aI.

If tariffed, use tariff rate

else

If a substantial third-party market exists, use market price

else

Use fully distributed cost.

Assets

If tariffed, use tariff rate

else

If a substantial third-party market exists, use market price

else

Regulated .... Nonregulated =: Higher of Cost or FMV

Nonregulated .... Regulated =: Lower of Cost or FMV

11·5



Cost Allocation Controls

• CAM filed with FCC

• Accounting process follows CAM

• ARMIS reports filed with FCC

• External audit performed annually

11-6



Cost Allocation Manuals

• Content

Description of nonregulated activities

List of incidental activities

Chart of affiliates

Nature of affiliate transactions

Cost categories and assignment/allocation
procedures by account/subaccount

• All companies follow common format.

• Updates filed quarterly with 60-day implementation wait.

11·7



Incidental Activities

• Regulated Activities

• Quantitative Limit

No more than 1% of total revenues

• Qualitative Guidelines

Specified in Cost Manual
Non-line-of-business
Traditional treatment

11-8



Chart of Corporate Affiliates

• Show all corporate affiliates

• Include business organizations under common ownership

• Can also provide brief description of affiliates

11·9



Transactions With Affiliates

• Describe Transaction with Affiliates

Nature
Terms
Frequency

• Format and content will vary by company

11·'0



Cost Pools

• Homogeneous Groupings

• Disaggregate based on service performed

• Level of disaggregation depends on

Complexity
Materiality
Availability of functional cost information

11·11



Apportionment of Costs

• Apply apportionment methods

• Meet FCC Objectives

Maximize Direct Assignments

Define meaningful causal measures to attribute high
proportion of common costs

Allocate unattributable costs

11·12



Cost Categories

• Directly Assignable

• Directly Attributable

• Indirectly Attributable

• Unattributable

11·13



Directly Assignable Costs

• Definition

The cost of assets and resources incurred
exclusively for providing either regulated services or
nonregulated activities.

• Examples

Regulated -- Salary of Tariff Analyst
Nonregulated -- CPE Inventory
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